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OATH OR AFFIRMATION ]

1, Mark Westcott . , swear (or affirm) that, to the best pf _
+ my knowledge and belief the accompanying financial statements and supporting schedules pertaining-to the firm of i
* DRO/WST Trading, LLC . ,asof December3l 2006

+: are true and correct. [ further swear (or affirm) that neither the company nor any partner, proprietor; prmc1pal ofﬁcer or

- director has any proprietary interest in any account classified solely as that of a customer, except as follows: ”
: f

Mﬂ ¥ /( C(/ﬁf][?‘f# \

Signature

Managing Member

Title

Notagy Public "OFFICIAL SEAL"

VERONICA CASTRO
NOTARY PUBLIC, STATE OF ILLINOIS

This report **contains (check all applicable boxes): MY COMMISSION EXPIRES 12/14/2008

[x] (a) Facing page.
[x] (b) Statement of Financial Condition.
[x] (c) Statement of Income (Loss).
[x] (d) Statement of Changes in Cash Flows. '
[x] (e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietor’s Capital. . 3
[ 1 () Statement of Changes in Liabilities Subordinated to Claims of Creditors. _ é
[x] (g) Computation of Net Capital. i i
[x] (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3. Z
[x] (i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3, ]
[ 1@G) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1
and the Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3. E
f 1 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respectto |
methods of consolidation. f
[x] ) An Oath of Affirmation.
[ 1 (m) A copy of the SIPC Supplemental Report. K
[ 1 (n) A report describing any material inadequacies found to exist or found to have existed since the date of the
previous audit. ‘

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).

i
. i
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Robert Cooper & Co. CPAs P.C.
401 S. La Salle Suite 302
Chicago, Illinois 60605
312-322-2238

Fax: 312-322.2238

REPORT OF INDEPENDENT PUBLIC ACCOUNTANT

To the Members'
DRO-WST Trading, LLC

We have audited the accompanying statement of financial condition of DRO-WST .
Trading, LL.C as of December 31, 2006 , and the related statements of income, changes

«in Members capital, and cash flows for the period ending December 31, 2006. These ,
financial statements are the responsibility of the Members. Our responsibility is to A
€Xpress an opmlon on these financial statements based on our audit. :

We conducted our audit in accordance with auditing standards generally accepted in the
‘United States of America.: Those standards require that we plan and perform the auditto  +,
1 -obtain reasonable assurance about whether the financial statements are free of material- - «
v . imisstatement. An audit includes examining, on a test basis, evidence supporting the -. -
4 + ‘amounts and disclosures in the financial statements. An audit also includes assessing.the :: ;

evaluating the overall financial statement presentation. We believe that our aud1t o
provides a reasonable basis for our opinion. : o i

+ - In our opinion, the financial statements refsrred to above present fairly, in all material -
. respects, the financial position of DRO-WST Trading, LLC as of December 31, 2006, .
and the results of their operations and their cash flows for the year then ended in
“conformity with accounting principles generally acceptad in the United States of
America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedules I and II is presented
for purposes of additional analysis and is not a required part of the basic financial
statements, but is supplementary information required by rule 17a-5 of the Securities and
Exchange Commission. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, is fairly stated in
all material respects in relation to the basic financial statements taken as a whole.

' ,. LE
j Robert Cooper & Comp CPA’s PC

February 21, 2007

-accounting principles used and significant estimates made by management,.as well as + . . .

.
e e L.
- e -




DRO-WST Trading, LLC
{An lllinois Uimitsd liability company)
Statement of Financial Condition
Deccamber 31, 2006

Cash $ 176,171
Receivable from broker dealer 143,500,585
Securities owned:
Marketable securities, at market value 80,822,854
Options, at fair value 58,410,262
Spot commodities 16,242
Total securities owned 139,249,388
Accrued interest receivable 1,362,011
Preferred Stock 50,000
Fixed assets (net of depreciation) 12,600
Total Assets  §_284,340,755
Liabilities and Member's Equity
Liabilities
Due from broker dealer $ 2,659,565
Securities sold short:
Marketable securities sold short, at market value 187,577,432
' Options sold short, at fair value 87,554,072
Dividend payable 956,254
Trader fee payable 20,589
Total llabiiltles 278,768,312
Member's equity 5572443
Total member's equity and Liabilities $ 284,340,755
0

Assets

The accompanying notes to financial statements -

are an integral part of this statement




WST Trading, LLC

For the year snded Decomber 31, 2006

Revenues:

. Trading Equities revenue net of commissions

Trading futures revenue net of commissions
Interest and dividend income
Other income

Total Revenue

Expensess:
Interest expense
Order flow

- Dividend expense

Regulatory and other expenses
Seat lease
Depreciation
Trader fees
Technology & information expenses
Other operating expenses

Total expenses

Net Income

$ 4,632,406 .
-708,536. .

7,692,512
85,801

11,702,

. 4,255,581

- . 698,331

1,256,741 -

185,878
622512

34,034
226,846
254,477

322,592 -

.756,992

$ 3,845,191

The accompanying notes to financial statements
are an integral part of this statement




™
IRL -,
nnio “HS_T Trading, LLC
(An lI"gz1ar0 /10d llability company)
Statem oit o: Changas in Member's Equity
For tha yaar ended Dacember 31,2008

Meombers Capital December 31, 2005 $ 2,981,589
Capital contributions 1,737,502
Capital withdrawals {3.091,839)
Net income . 3,845,191
Members Capital Decomber 31, 2006 $ 5572443 .

The accompanying notes to financial statements
are an integral part of this statement




DRO-WST Trading, LLC

{An Hlixois limited linbility ccmpany)
,-Statement of Cash Flows

For the yoor unded Decamber 31, 2006

Cash Flows From Operating Activities:
Net Income
Itams not effecting cash flow to reconcile cash depreciation
Changes in assets and liabilities:
Increase in securities owned
Decrease in receivable from brokers and dealers
Increase in receivable for interest and dividends
Increase in securities sold, net yet purchased
Increase in dividends payable
Decreasa in futures accounts
Increasa in accounts payable and accrued liabilities
Nst Cash used in operating activities

Cash Flows From Investing Activitiea:
Purchase of fixed assets

Purchasa of preferred jbo stock
Net Cash used in investing activitios

Cash Flows From Financing Actlvities
Proceeds from capital contributions
Payments for capital withdrawals
Net cash provided by financing activitios
Net change in cash and cash equivalents
Cash at December 31, 2005

Cash at December 31, 2008

Interest expense paid in 2006

3,945,191
34,034

(139,249,388)
(138,123,365)
(1,362,011)
276,087,757
956,254
-694,518.25
20,588.

1,614,542

(34,034)
(50,000)
(84,034)

1,737,502
(3,091,839
(1,354,337)

176,171
0

176,171

%

©
$ 4255581

The accompanying notes to financial statements
are an integral part of this statement
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DRO-WST Trading, LLC
Notes to Financial Statements
For the Year Ended December 31, 2006

NOTE1 Organization

DRO-WST Trading, LLC (The “Company”) was organized under the UnifonS:cd
General LLC Act of Illinois January 1,2005. The business of the Company is to engage ;.
in the speculative trading of stock :md stock options, for their own account on organized.~

exchanges in the United States. DRO-WST Trading, LLC is registered as a Broker:

Dealer with the Securities and Exchange Commission (SEC) and a member :of the -
“Chicago Board Options Exchange (CBOE). The Company is exempt from certain filing -
requlrements under the Rule 15¢3-1(a)}(6) of the Securities and Exchange Commission, -
since the Company does not trade on behalf of customers, effects transactions only with ~,
other broker dealers, does not effect transactions in unlisted options-and clears and -

carries its trading accounts with a registered clearing ps rtner of the Exchange.

NOTE 2 Significant Accounting Policies

The preparation of financial statements in conformity with generally accepted accounting ..

principles requires management -to .make estimates and assumptions that affect the.

reported amounts of assets and liabilities and disclosures of contingent assets and .. . -
Jliabilities at the date of the.financial statements and the reported amounts of revenues .
and expenses during the reporting period. Actual results could differ from those ;- -

estimates.

In the normal course of business, the Company enters into transactions in exchange -
‘traded securities, including options thereon which are used primarily to hedge certain -,
proprietary securities and commitments. :Proprietary securities transactions together with -.
related revenues and expenses are recorded on trade date. Securities and options owned .-
are reflected at market value with the resulting unrealized gains and losses reﬂected -

currently in income.

Income Taxes.

‘A Limited Liability Company does not pay federal income taxes. The Company is ',

treated for Federal and State income taxes as if it was a partnership reporting their
income under the Sub Chapter K provision of the Internal Revenue Code of 1986. Each -
member is responsible for reporting their pro rata share of the profits or losses on their
tax returns. The Company reports their income for taxes on a calendar year basis. The
Company is subject to a 1.5% Illinois replacement tax.

Depreciation.

Depreciation is provided on a double declining balance following MACRS lives for all
depreciable assets. The estimated useful lives are three years to five years for computers
and related software

Statement of Cash Flows
For purposes of the Statement of Cash Flows, the Company has defined cash equivalents

. as highly liquid investments, with original maturities of less than ninety days that are not

held for sale in the ordinary course of business.

i)




DRO-WST Trading, LLC
Notes to Financial Statements
For the Year Ended December 31, 2006

NOTE 3 Fair Value of Financial Instruments

‘Substantially all of the Company’s assets and liabilities are considered financial .
instruments as defined by Statement of Financial Accounting Standard No. 107 and are .

either already reflected at fair values, are short-term or rcplaceable on -demand.
‘Therefore, except for the preferred stock ownershlp, their carrying amounts approXimate
thelr fair value.

NOTE 4 Securities Owned and Sold, but not yet purchased

‘Marketable securities owned and sold but not yet purchased consists of tradmg
and investment securities at quoted market value, as illustrated below.

Sold, net yet purchased
Options $87,554,072
‘ * | Securities $187,587,432
oM ol ' N
“NOTE 5 Net Capital Requirements - § N

The Company is subject to the Securities and Exchange Commission Uniform Net -
«Capital Rule (Rule 15¢3-1) which requires the maintenance of minimum net capital and
requires that the ratio of aggregate indebtedness to net capital, both as defined shali not .
exceed 15 to 1 (and the rule of the applicable exchange also provides that equity capital: - -
may not be withdrawn or cash dividends paid if the resulting net capital ratio would -

exceed 10 to 1).  Under this rule, the Company is required to maintain “minimum net:

capital” equivalent to $100,000 or 6 2/3% of “aggregate indebtedness,” whichever is: .
greater, as these terms are defined. At December 31, 2006 the Company had net capital .

of $ 3,433,688, which was $3,333,688 in excess of its required net capital.

.NOTE 6 Derivative Financial Instruments

Derivative financial instruments used for trading purposes, including economic hedges of
trading instruments, are carried at market value or, if market prices are not readily
available, fair value. Market values for exchange-traded derivatives, principally futures
and certain options, are based on quoted market prices. Fair values for over-the-counter
derivative financial instruments, principally forwards, options, and swaps, are based on
pricing models intended to approximate the amounts that would be received from or paid
to a third party in settlement of the contracts.

Derivatives used for economic hedging purposes include swaps, forwards, futures, and

options. Unrealized gains or losses on these derivative contracts are recognized currently
in the statement of income as trading revenues. The Company does not engage in
activity in swaps or the forward market.




DRO-WST Trading, LLC
Notes to Financial Statements
For the Year Ended December 31, 2006

NOTE 6 Derivative Financial Instruments (continued)

Financial Instruments and Fair Value of Financial Instruments,” requires disclosures
about the amJunts, nature, terms and fair values of derivative financial instruments. The
statements also requires that a distinction be made between financial instruments held or
issued for tre ling purposes and financial instruments held or issued for purposes other
than troding.

The Company invests in exchange traded options on stock for speculative purposes. - -

These contracts are marked to mari:et daily and involve elements of market and credit
risk. The Company’s contracts are all exchange-traded whereas the options clearing
corporation acts as the counter party of the specific transactions and , therefore, bears the
risk of delivery to and from the counter parties.

The Company does not apply hedge accounting as defined in FASB Statement 133,
Accounting for Derivative Instruments and Hedging Activities, as all financial
instruments are marked to market with changes in fair values reflected in earnings.
Therefore, the disclosures required in paragraphs 44 and 45 of the statement are
generally not applicable with respect to these financial instruments.

Fair value of options contracts are recorded in securities owned or securities sold, not yet
purchased, as appropriate.

* ‘Premiums and unrealized gains and losses for written and purchased option contracts are
- recognized gross in the consolidated statement of financial condition.

"NOTE 7 Financial Instruments Held or Issued for Trading Purposes

The Company trades in exchange trade equities and equity options. The following table

- summarizes the components of income from proprietary trading transactions and

includes the class of financial instruments included.
Equity activities (including equity shares, and options on stock) $3,932,870
The following amounts disclosed represent the market or fair value of derivative

financial instruments at December 31, 2006, and the average market of fair value
calculated based upon month end amounts, during the year for those instruments:

December 31, Asset FMV Liability FMV | Asset Average. Liability
2006 FMV Average FMV
Options 58,410,262 87,554,072 48,941,401 72,934,943




DRO-WST Trading, LLC
Notes to Financial Statements
For the Year Ended December 31, 2006

NOTE 8 Payable to Breker-Dealers

Payable to broker-dealers at December 31, 2006 consist of the following:

Broker-dealer

$3,616,218 |

"The amount Payable to broker-dealers is primarily from the buy of stock, futures and
stock options. The cash balance pays interest at the broker call rate less 75 basis

points. The Company clears all transactions through another broker dealer pursuant to a
clearing agreement.

At December 31, 2006, substantially all assets of the Company are deposited with the
clearing broker.

NOTE .9' Concentrations of Credit Risk t

The Company and its subsidiaries are engaged in various trading and brokerage activities
in which counterparties primarily include broker-dealers, banks, and other financial
institutions. In the event counterparties do not fulfill their obligations, the Company may

. .be exposed to risk. The risk of default depends on the creditworthiness of the

counterparty or issuer of the instrument. It is the Company's policy to review, as
necessary, the credit standing of each counter party. >

NOTE 10 Guarantees

FASB Interpretation No. 45 (FIN 45), Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others,
requires the Company to disclose information about its obligations under certain
guarantee arrangements. FIN 45 defines guarantees as contracts and indemnification
agreements that contingently require a guarantor to make payments to the guaranteed
party based on changes in an underlying (security or commodity price, an index)
related to an asset, liability or equity security of a guaranteed party. FIN 45 also
defines guarantees as contracts that contingently require the guarantor to make
payments to the guaranteed party based on another entity’s failure to perform under an
agreement as well as indirect guarantees of the indebtedness of others.

Exchange Member Guarantees

The Company is a member of various exchanges that trade and clear securities and/or
futures contracts. Associated with its membership, the Company may be required to
pay a proportionate share of the financial obligations of another member who may
default on its obligations to the exchange. While the rules governing different
exchange memberships vary, in general the Company’s guarantee obligations would
arise only if the exchange had previously exhausted its resources. In addition, any such




DRO-WST Trading, LLC
" Notes to Financial Statements
For the Year Ended December 31, 2006

Exchange Member Guerentees {continued) 9

guarantec obligation wouid be =pportiored zmorng tie other non-defauliing members of .
the excliangs. Any potertis® contir~.~xt iiabilityy undsr these member, Lip agreements
cannct Ue estimated. The Cezizany bas ot recorded any contingent iiability in the -
consolidated financial statements ior these agreements and believes that any potential
requirement (o 1aa¥e payments unisr these agreements is remote. +

" NOTE 11 . Preferred Stock

The Company owns preferred in their broker dealer. The stock is unmarketable and is :-
carried at cost, which is its approximate fair value. o

NOTE 12 Subsequent events

Nothing to report.

10



DRGC-WST Trading, LLC
{An lilincig limited liabllity company)

" COMPUTATICIH OF NET CAPITAL
PURSUANT TO URIFORE] NET GAPITAL RULE 15C3-1

Membor’s equity, Decomber 31, 2003
Less:

Non allowable assets

Charges of futures accounts

Haircuts
Undue concentration

Net capital

: Réqulred neot capital

Excess capital

- Excess capital @ 1000%

Decofnbar 31, 2008

$ 6,572,443

-52,600
-340,200
-1,745,975
0

3|433!668
100,000

S 3358

Note The above information on this schedule is in agreoment, in all material respects, with the
unaudited FOCUS Report, Part |l filed by DRO-WST Trading, LLC as of December 31, 2006

The accompanying notes to financial statements
are an integral part of this statement

1"




DRO-WST Trading, LLC
{An lllinois limitad Uabllity company)
COMPUTATION OF NET CAPITAL

PURSUANT TO UNIFO& XET CAPITAL R\W.E 15341

%,y

e
De'!:embar 31, 2005

COMPUTATION OF AGGREGATE INDEBTEDNESS

Aggregate Indebtedness

Iltems included in the balance sheet:

Accrued liabilities $ 20,589
20,589
Ratio: Aggregate Indebtedness 0.599821%
to Ne: Capital to 1

The accompanying netes to financial statements
are an integral part of this statement

12




Schedule il

CMZ Trading, LLC
{An lllinois limite liability company)

COMPUTATION FOR DETERMINATION GF RESERVE REQUIREMENTS
AND INFORMATION RELATING TO POSSESSION AND CONTROL
REQUIREMENTS FLU3 JANT TO RULE 18¢3-3

3 ¢

Deéc-‘jbar 31, 2008

RESERVE COMPUTATION
(Sev note below)

INFORMATION FOR POSSESSION AND CONTROL REQUIREMENTS
’ (See note below)

Note: The Company, is exempt from Rule 15¢3-3, it does not transact a business iﬁ securities with,
or for, other than members of a naticnal securities exchange and does not carry margin amounts,

credit balances or securities for any person defined as a “customer” pursuant to Rule 17a-5{c){(4).
Accordingly, there are no amounts reportable under these sections.

13
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Robert Cooper & Company CPAs P.C.
401 South La Salle Street Ste 302
Chicago, Illinois 60605

312-322-2238

Facsimile 312-322-2238

DRO-WST Trading, LLC
Chicago, IL 60605

To the Members:

In planning and performing our audit of the financial statements and supplemental
schedules of DRO-WST Trading, LLC, (the Company), for the year ended December 31,
2006, we considered its internal control, including control activities for safeguarding
securities, in order to determine our auditing procedures for the purpose of expressing our -
opinion on the financial statements and not to provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC),
we have made a study of the practices and procedures followed by the Company "~
including tests of such practices and procedures that wz considered relevant to the :
objectives stated in rule 17a-5(g) in making the penomc computations of aggregate
indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and for
determining compliance with the exemptive prcvisions of rule 15¢3-3. Becausethe

Company does not carry securities accounts for customers or perform custodial functions -

relating to customer securities, we did not review the practices and procedures followed:
by the Company in any of the following: S .

1. Making quarterly securities examinations, counts, verifications, and comparisons
2. Recordation of differences required by rule 17a-13.
3. Complying with the requirements for prompt payment for securities under Sectlon

8 of Federal Reserve Regulation T of the Board of Governors of the Federal
Reserve System

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In
fulfilling this responsibility, estimates and judgments by management are required to
assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices
and procedures can be expected to achieve the SEC's above-mentioned objectives. Two
of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the
Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management's
authorization and recorded properly to permit the preparation of financial statements in
conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

1 '-—(-—_




DRO-WST Trading, LLC
2
February 21, 2007

Because of inherent limitations in internal control or the préctices and procedures referred -
to above, error or fraud may occur and not be detected. .\Iso, projection of any evaluation -

of them to future periods is subject to the risk that they may become inadequate bzcause
of changes in conditions or that the effectiveness of their deelgn and operaticn may
deteriorate. :

Our consideration of internal control would not necessarily disclose all matters-in internal -

control that might be material weaknesses under standards estatliched by the Aimerican

Institute of Certified Public Accountants. A material woakness is a condition in which the ©

design or operation of the specific internal control compdaents does not reduce to a
relatively low level the risk that error or fraud in amounts ikt would be material in
relation to the financial statements being audited mz occur and not be detected within a
timely period by employees in the normal course of uerfyrming their assigned functions.
However, we noted no matters involving internal control, including control activities for
safeguarding securities, that we consider to be material weaknesses as defined above.-

We understand that practices and procedures that acccraplish the objectives referred to in -

the second paragraph of this report are considered by tiie SEC to be adequate for its
purposes in accordance with the Securities Exchanzz Act of 1934 and related regulations,
and that practices and procedures that do not accon blish such objectives in all material
respects indicate a material inadequacy for such purpcses. Based on this understanding
and on our study, we believe that the Company’s practices and procedures were adequate
at December 31, 2006 meet thc SEC's ob_}ectxve° ; -

This report is intended solely for the information andi use of the Mémbers, management,
the' SEC, Chicago Board Options Exchange, and other regulatory agencies that rely on
rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered
brokers and dealers, and is not intended to be and should not be used by anyone other
than these specified parties.

Wit

Robert Cooper & Company CPAs P.C.
February 21, 2007
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REGAKD ING ACCURACT, Af\m COMPLETENESS
OF FINANCIAL STATEMENTS AS OF FOR

THE PERIOD ENDING DFECEMBER 31,2006

To the best of my knowledge and belief, the information contained herein is accurate and
complete.

/WW/( ((/PffL dt‘/’

Mark Westcott
Managing Member
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